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General Business Conditions 


HE trend of business has continued up- 

ward during April. It is now clear that 

the expectations of the optimists, as far 

as spring business is concerned, are 

being fully realized, and that in overall 
terms the situation is as strong as anyone, at the 
turn of the year, had dared to hope. Outstanding 
in the trade reports is the demand for consumers’ 
durable goods. Retail sales of automobiles have 
broken all records for this season, deliveries of 
popular makes are again delayed, and as might 
be expected some people are paying premiums to 
get cars promptly. Used car prices have turned 
upward again after a long decline. 





Demand for housing and for everything that 
goes with it has continued strong. Residential 
contract awards in March were the highest in 
history, 120 per cent above a year ago, according 
to the Dodge figures, and daily average awards 


in the first half of April increased 12 per cent 
over the March rate. Demand for refrigerators 
and other household equipment is forcing some 
manufacturers to allocate their production. Back- 
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logs of unfilled orders are huge. Television sales 
are growing beyond any previous calculation. In 
all these markets is seen not only the influence of 
a rate of population growth and family forma- 
tion exceeding all earlier estimates, and of 
record incomes, the veterans’ insurance refund 
and personal borrowing, but also the benefits of 
progress during the past year or more in stabil- 
izing prices, improving quality and design, and 
in general offering the kind of houses and house- 
hold equipment that buyers want. 

Improvement in orders for industrial equip- 
ment, while more modest, appears to be fairly 
widespread. New machine tool orders in March 
were the highest since June 1946. Markets in 
industrial supplies and materials have been ac- 
tive. Prices of copper, lead, zinc, and scrap steel 
have advanced, and because the metals have such 
varied uses the rise is a significant sign of general 
strength. The strong demand for steel has 
brought premium prices through “conversion 
deals” back into the picture. 

Relatively dull spots are coal and textiles, 
where some curtailment has appeared. Easter 
sales of department stores were 4 or 5 per cent 
below a year ago, which seems to show that 
when hard goods take a little more of the con- 
sumers’ dollar, the apparel business gets a little 
less. However, total retail sales, including auto- 
mobiles and other durables, have continued to 
run ahead. 


Industrial Output Higher 

With demand so insistent industrial production 
as measured by the indexes has risen further. 
The Federal Reserve Board’s index for March 
was 186 (1935-39=100), against a peak of 195 
in the fall of 1948. It is virtually certain that the 
April and May figures will be still higher. Since 
construction is rising and farm and other outdoor 
work has opened up, employment also is increas- 
ing and unemployment diminishing. The Census 
Bureau's report of unemployment in early Febru- 
ary, 4,684,000, aroused concern. March figures, 
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however, showed a reduction of 561,000 to 4,123,- 
000 and April a further drop of 608,000 to 3,515,- 
000, which authorities agree is well within the 
normal range, allowing for unemployables and 
for people out of work between jobs. 

Apart from the strike interruptions, the busi- 
ness improvement has been running since last 
August. It started as an upturn after a period 
of inventory liquidation and shortened commit- 
ments, and of price reductions and other needed 
adjustments. It has been carried along by ac- 
cumulated demand for automobiles and housing, 
and by government measures to stimulate home 
building; and it has been supported by the strong 
financial position of corporations, individuals, 
and lending institutions, by the inflationary ef- 
fects of a federal deficit, and by expansion of 
credit for housing and consumers’ durables. 

As the facts already given indicate, the recov- 
ery is still under strong momentum. It seems 
apparent that confidence in the outlook for the 
second half year has improved; one indication is 
the willingness to enlarge programs of capital 
expenditures a little and another is the evident 
feeling that the commodity price outlook is firm- 
ing. On the other hand, if a poll of opinion were 
taken, most business men would probably cite 
some reasons for a conservative view. They 
would say that the end of the catching up period 
must come sometime in automobiles and housing, 
as it has come in other lines earlier. The expan- 
sion of housing credit and of consumer borrow- 
ing for the purchase of durable goods seems to 
cut both ways in business sentiment. The stimu- 
lating effects while the expansion lasts are recog- 
nized, but people wonder how long it can run 
and what the drop in purchasing power and ac- 
tivity will be when it ends. Exports are down to 
the lowest levels of the postwar period. Crop 
prospects, subject to revision, point to a lower 
farm income and smaller buying in the farm com- 
munities. The $2% billion of insurance refunds 
tc veterans which has stimulated consumer de- 
mand is by now mostly disbursed. 

With these uncertainties, business men are still 
of a mind to exercise restraint. They are putting 
emphasis on turnover and inventory control. 


The “Slippery Road” 


Probably there would be little danger of a 
resurgence of inflationary trends or psychology 
if it were not for the federal deficits in prospect, 
and in that respect the month’s developments 
have been disturbing. Not only have estimates 
of the size of the deficit been raised, but the 
action of Congress on proposals for economy has 
been negative. In the Senate, on April 17, vigor- 


ous efforts to cut out $840 million from a pro- 
posed $1,840,000,000 of authorizations for river 
and: harbor work —characterized by Senator 
Douglas as “flagrant examples of ‘pork’ ” — went 
down to defeat. Efforts in the House to reduce 
the $29 billion “omnibus” appropriation bill met 
a similar fate. The unfortunate truth seems to 
be that a majority in Congress and the Adminis- 
tration view the inflationary dangers, and the ulti- 
mate penalty of unsound spending policies, with 
indifference, and that they move with unconcern 
along what Dr. Nourse, former chairman of the 
Council of Economic Advisers, has called a “slip- 
pery road”. 

Imprudence and extravagance in government 
spending is alarming at any time, but never as 
much so as when it results in a heavy deficit in 
a period of full employment, high production 
and record-breaking income. The effect will be 
to inflate the money supply. The psychological 
danger is that it may push the growing bullish 
sentiment to extremes, and create inflationary 
conditions which sooner or later will exact the 
penalty that usually follows a fiscal debauch. 


First Quarter Earnings 


Reports covering the first quarter issued dur- 
ing the past month by several hundred corpor- 
ations confirm the indications given earlier by 
business indexes as to the continued high level 
of activity for business as a whole, despite the 
effects of strikes upon the coal mining, automo- 
bile, and other industries. 


Our tabulation of the published reports of 525 
corporations in the manufacturing, trade, mining, 
and service industries (but still lacking some of 
the largest companies) shows a combined net in- 
come after taxes of approximately $993 million 
in the first quarter, an increase of 1 per cent 
over the first quarter of 1949 but a decrease of 
5 per cent from the high fourth quarter of 1949. 
About 54 per cent of the reporting companies 
had increases over a year ago as against 46 per 
cent with decreases. As compared with the pre- 
ceding quarter the decreases slightly outnum- 
bered the increases. Total sales figures for the 
first quarter, as reported by a majority of the 
larger manufacturing companies, were about the 
same as a year ago and 9 per cent above the 
preceding quarter. 


The trend in total net income of the group by 
quarters over the last year was as follows: 


1949 First Quarter $988,000,000 
Second “ 813,000,000 
Third “ 868,000,000 
Fourth “ 1,045,000,000 

1950 First - 993,000,000 
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NET INCOME OF LEADING CORPORATIONS FOR THE FIRST QUARTER 
(In Thousands of Dollars) 
7—Reported Net Income After Taxes—, -—Per Cent Change From—, 







































































No. of First Qr. Fourth Qr. First Qr. First Qr. Fourth Qr. 
Cos. Industry Groups 1949 1919 1950 1949 1949 
29 Food products $ 37,072 $ 44,511 $ 41,079 +11 —8 
10 Beverages 19,946 29,098 15,277 —23 —47 
18 Tobacco products 21,697 27,313 21,690 nnee —21 
88 Textiles and apparel 32,290 44,061 42,128 +30 —4 
21 Pulp and paper products 17,856 23,059 20,934 +17 —9 
36 Chemicals, paints, etc. 103,800 144,231 127,780 +23 —il1 
11 Drugs, soap, cosmetics 20,198 23,828 0,909 +53 +30 
17 Petroleum products 253,699 264,057 217,919 —14 —17 
21 Cement, glass and stone 29,911 37,318 87,077 424 —1 
86 Iron and steel 182,597 83,988 162,368 —i1 +93 
16 Building, heating, plumbing equipment ...cccccccnenun 1,717 18,867 10,772 +40 —43 
22 Electrical equipment, radio and television ...c.u0j 45,832 89,630 63,490 +39 —29 
87 Machinery 25,150 21,470 22,817 —9 + 6 
7 Office equipment 11,501 13,968 12,575 +9 —10 
86 Automobiles and parts 42,482 40,468 45,037 + 6 +11 
7 Railway equipment 9,238 3,740 4,416 —52 +18 
10 Aircraft and parts 6,628 16,682 10,914 +65 —35 
55 Other metal products 55,317 40,692 44,052 —20 + 8 
29 Miscellaneous manufacturing 15,242 16,088 15,265 +~ —& 
446 Total manufacturing 938,173 983,064 946,499 +1 —4 
36 Mining and quarrying* $1,536 $2,242 28,343 —10 —12 
25 Trade (retail and wholesale) 8,408 18,318 8,300 —1 —55 
18 Service industries 9,680 11,591 10,058 +4 —13 

525 Total $987,797 $1,045,215 $993,200 1 — 5 





*Before depletion charges in some cases. 





From the accompanying summary giving the 
comparisons by major industries, it will be seen 
that 13 groups show increases over a year ago, 
against 9 with decreases. 

Earnings of a majority of reporting companies 
in certain industries, such as textiles and paper, 
showed sharp increases this year, representing a 
recovery from the sharp slump a year ago, but 
were still substantially below the first quarter of 
1948. In some other industries, such as electrical 
equipment and television, or cement and other 
building materials, the increases in earnings, not 
only over a year ago but also over the first quar- 
ter of 1948, reflect a rise in volume of sales to 
new high records as well as utilization of a 
greatly expanded plant capacity. The automobile 
and parts manufacturers group likewise shows 
a further gain in sales and earnings. (Reports for 
the first quarter are not yet available as we go 
to press on either General Motors Corporation, 
or on the Chrysler Corporation which has been 
shut down by a strike since the last week in 
January. ) 

First quarter earnings were lower this year in 
a number of other manufacturing lines, including 
petroleum, iron and steel, machinery, and vari- 
ous other metal equipment and products, as well 
as in mining. In most cases where decreases in 
net income occurred, they were accompanied by 
a decline in volume of sales caused either by les- 
sened demand or by strikes. High operating 
costs also were cited frequently as a factor 
squeezing profit margins. In all groups, of course, 


there were some companies running counter to 
the general trend. 

Numerous reports of public utility systems, not 
included in our condensed summary, indicate a 
continued growth this year in both operating rev- 
enues and net income, made possible by the 
heavy investment since the war in new and more 
efficient plant capacity. Some of the eastern 
railroads were badly hit by the coal strike in 
January and February, but revenues and net in- 
come apparently made a strong rebound in 


March. 
Variation in Profit Margins 


Although the composite earnings figures, such 
as summarized above, of companies in any ma- 
jor industry give a useful indication of the gen- 
eral trend, they have the usual limitation of all 
composites and averages in concealing wide indi- 
vidual variations often more significant than the 
totals. This is particularly true when the earn- 
ings composites are heavily weighted by one or 
more very large companies. 

Last month when presenting our annual sum- 
mary of earnings we illustrated the widely vary- 
ing results achieved by companies in two major 
industries whose earnings have been criticized 
as being too big. Total earnings of a group of 
automobile companies were up 39 per cent as 
compared with the preceding year, yet about 
four out of five individual companies showed 
decreases. Total earnings of the steel group were 
down only 5 per cent, yet more than half of the 
companies had decreases of over 25 per cent. 
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Analysis of the profit margin position of all 
automobile manufacturing corporations whose 
annual reports for 1949 have now been pub- 
lished, including several companies whose state- 
ments were issued too late to be included in our 
summary a month ago, reveals a range all the 
way from 11.5 cents per sales dollar in the case 
of the largest company—General Motors—down 
to a deficit of more than 10 cents per sales dollar. 
The following table shows the number of com- 
panies in various profit margin classes together 
with their combined sales and net income. 

Net Profit Margins Per Sales Dollar Reported by Leading 

Automobile, Truck, and Bus Manufacturers in 1949 

(In Millions of Dollars) 


Number of Sales & Net 
Companies Revenues Income 


Profit 
Margin 
11.5¢ 
5.1 to 10c 











23 


The above group includes manufacturers of 
passenger cars, trucks, and buses, but does not 
include Ford Motor Company, a family corpora- 
tion whose income account is not published but 
whose reported production of cars and trucks 
made up 21 per cent of the industry's total in 
1949. Sales figures include in many cases sub- 
stantial sales of products outside of the motor 
vehicle industry. Net income after taxes includes 
income from investments and other sources as 
well as from sales. 

This table clearly shows that, despite the profit 
margin of 8.4 cents per sales dollar for the 23 
companies taken as a group, a majority of the 
individual companies operated at much narrower 
margins or at actual losses. 


The unusually large earnings that General Mo- 
tors made last year have prompted some critics 
to say that a company so large and prosperous 
should voluntarily reduce its profits, either by 
cutting its selling prices to the public or by rais- 
ing wages and salaries paid to employees. Such 
a proposal, however, raises a number of deba- 
table questions entering into the problem of 
price determination that people do not always 
consider. 

Were successful companies to be expected 
to voluntarily forego the extra profits that are a 
measure of their success, what incentive would 
there be to spend money to improve the product, 
to make heavy investments in new plant and 
equipment that will lower operating costs, to 
build up goodwill and win customer favor, or to 
take the risks that are inherent in any business 


expansion? 





Then there is the question of competitive con- 
ditions in the industry. Were General Motors, in 
its strong position, to cut its prices and forego 
profits, the effect would be to put pressure upon 
competitors. It might mean the largest company 
obtaining an even greater share of the total mar- 
ket, thereby increasing the “concentration of in- 
dustry” and “bigness” against which there is al- 
ready so much hue and cry. 


Third, any raising of wages by the largest com- 
pany would tend to set a pattern for the indus- 
try generally and, in fact, other industries, re- 
gardless of differences in the profit position of 
individual companies and in their ability to pay. 

While profit margins in the steel industry tend 
to show less extreme variations than in the case 
of automobiles, nevertheless every company has 
particular factors determining its own profit po- 
sition and there are always producers whose 
experience runs well above or below the general 
average. This variation is brought out in the 
next table showing profit margins in 1949 of 28 
major iron and steel companies each having sales 
over $25 million. 

Net Profit Margins per Sales Dollar in 1949 


Reported by Steel and Iron Manufacturers 
Having Sales over $25 Million 


(In Millions of Dollars) 


Number of Sales & Net 
Companies Revenues Income 


5 $ 185 
15 6,540 
7 492 
1 25 














Group totals: 
7.2¢ 28 $7,242 


Such variations are a normal characteristic of 
every line of business. In automobiles, steel, and 
industry generally the constant eflorts of every 
competitor to improve productive facilities and 
efficiency, thereby lowering costs and raising the 
quality of products offered to the public, have 
proven more effective than arbitrary restrictions 
as a regulator of earnings and industrial growth. 
In both motors and steel the profits shown were 
made in periods of very large volume of business. 





Credit for Small Business 


The feeling that credit and capital are not as 
freely available to small business as they should 
be is persistent in this country, and the idea that 
the Government should do something about it 
is again finding expression in proposals which, 
according to Washington reports, Congress will 
soon be asked to consider. The argument runs 
that banks neglect small business because loans 
to small concerns are more costly and risky than 
loans to large ones; that even where financing 
through public offering of stocks or bonds is pos- 
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sible, the expense is prohibitive; and that enter- 
prise and growth are therefore stifled at the 
source. It is further claimed that big business 
has access to abundant credit at low cost, and 
thereby possesses an advantage which results in 
big business becoming bigger and small busi- 
ness smaller —to the detriment of the country’s 
welfare and its way of life. The argument con- 
cludes that the public interest would be served 
by measures to relieve small business from its 
alleged financial handicaps, that new channels 
or institutions through which it can obtain money 
are needed, and that governmental action should 
be taken. 


Present proposals include new “capital banks” 
to be organized under Federal Reserve Bank 
auspices; new extensions of federal government 
lending; and a federally-administered program 
for insuring bank loans to small business. These 
proposals are familiar in kind, although they 
show differences of detail as compared with those 
of the past. 


Proposals for Capital Banks 

Particular attention has been given recently 
to proposals for “capital banks” or investment 
companies. Many students of small business 
financing, even those whose approach is funda- 
mentally conservative, argue that such institu- 
tions would fill a real need. They believe that 
investment companies could provide capital on 
a partnership or long term basis which is not 
readily obtainable otherwise, and which the com- 
mercial banking system could not and should not 
provide. They further believe that such com- 
panies could supply management and advisory 
services, which many small businesses need more 
than they need money. 

To these contentions, the opposing view is 
largely a practical one. It wants to know 
whether new institutions would find any great 
volume of meritorious projects which cannot now 
be financed. It wants to know who will put up 
the money. If the investment capital that small 
business wants is not available to it directly, will 
it be available indirectly? Is investment in such 
companies more appropriate for banks, or more 
attractive to an individual, than direct loans or 
investments would be? Would not a direct attack 
on the problem, through tax revision to encour- 
age saving and give more incentive for risk- 
taking, produce more enduring results? 

A few investment companies or funds of the 
general character contemplated by the proposals 
are in operation. Some represent funds of wealthy 
families or large estates. Some have capital sup- 
plied in varying proportions by individuals, in- 


vestment trusts, insurance companies or other 
institutions, or by community subscriptions. If 
these companies are successful it is reasonable 
to expect that others will be formed, and that a 
natural development will occur along the lines 
indicated by experience. The real question is 
whether the Government should force this de- 
velopment, and whether in fact it can be forced 
by inviting private capital to form new compan- 
ies. Of course it can be forced by putting up 
government money, which would mean only 
another government lending agency on top of 
the Reconstruction Finance Corporation and all 
the others. 


A Congressional Opinion 

A report on “Volume and Stability of Private 
Investment”, issued March 23, 1950 by the Sub- 
committee on Investment of the Congressional 
Joint Committee on the Economic Report, in- 
cludes an extended comment on the experience 
of organized venture-capital groups. Noting that 
the chief purpose of these companies is to take a 
financial interest in small concerns promoting 
new products or processes, the report says: 


Perhaps the outstanding experience of these companies, 
according to their testimony, is the great shortage not 
of funds but of soundly conceived projects. 

On this point, J. H. Whitney & Co. stated that they had 
looked at approximately 2,100 propositions in the last 
4 years. Thirty-five percent were rejected at once because 
outside the firm’s purpose, or clearly lacking in merit. 
Another 52 percent were rejected after initial review. 
A further 12 per cent were rejected after full considera- 
tion. Only 17, or 1 percent resulted in investments, most 
in the range from one to five hundred thousand dollars, 
achieving 10 to 40 percent minority interest. 

Of the 17 projects, 2 have been extremely successful, 
5 moderately so, 2 will involve moderate loss, 4 may 
possibly involve total loss, 1 definitely is, and 3 are in 
early stages, incapable of appraisal. 

These facts are illustrative of the difficulties which all 
organizations must face whether private or governmental, 
which seek to achieve constructive results in the venture 
capital field. They suggest emphatically a type of opera- 
tion for which government is not only ill-adapted but 
almost adversely equipped to try to handle. As the loca- 
tion of plants demonstrated even during the last war, 
no public agency can allocate funds or select ventures 
with complete freedom from political influence. Govern- 
ment does not have the know-how required to make a 
venture enterprise succeed and lacks the fortitude to say 
“no” or to liquidate, especially at times when, or in areas 
where, such decisions might be fraught with administra- 
tive or political difficulties. 

The subcommittee further reported that it found 
no general shortage of funds, even equity funds, 
except in the case of small business requiring 
between $50,000 and $500,000 of new money. It 
said that at no time in our history has private 
saving and private capital investment been as 
high as in the last five years, and that at no time 
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has the business birth rate been higher and fail- 
ures lower. It said, “It is altogether probable 
that postwar inflation would have been worse, 
had there been still higher levels of investment.” 


On the other hand, the report expresses con- 
cern about the future and asks for more research 
into investment flows. 


Is There A Credit Shortage? 


The subcommittee’s testimony casts a strong 
doubt on the assumption which underlies pro- 
posals for more government lending to busi- 
ness, namely, that there are large numbers of 
deserving concerns and meritorious projects 
which are unable to obtain capital or credit on 
reasonable terms. However, this assumption is 
one that while hard to prove is equally hard to 
disprove, for the reason that opinions inevitably 
differ as to what concerns are deserving and 
what projects meritorious. There are no precise 
standards for the lending of money, and what 
some lenders and borrowers consider deserving 
others may not. The typical small business man, 
looking for a few thousand dollars, makes little 
distinction between capital and credit. He just 
wants the money, and as a rule would rather 
borrow it than take in a partner. Even if he 
wants to keep out of debt, he may have difficulty 
raising partnership capital, in these days when 
the tax system has almost eliminated the indi- 
vidual local capitalist. Hence those who think 
they are deserving or their project meritorious 
center their demands on lending institutions. If 
bankers disagree as to their merit, or if no way 
can be found to make their needs “bankable’”, 
they think the Government should help them. 


A second group of applicants includes num- 
erous categories of people to whom capital loans 
obviously cannot and should not be made. Some 
want to start businesses without capital or with- 
out experience, or both. Some are failing for 
reasons which loans would be powerless to 
remedy, and have only the desperate hope that 
they could stave off failure if only they had a 
little more money. Some desire simply to specu- 
late with other people’s money. 


It is in these general categories that the most 
common reasons for the rejection of applications 
for capital loans are to be found, and it is from 
people in this position that some of the most 
vociferous demand for new credit facilities 
comes. Mr. Jesse Jones, former head of the Re- 
construction Finance Corporation and Federal 
Loan Administrator — who within the past month 
has expressed the opinion that the R.F.C. should 
be given “a decent burial, lock, stock, and bar- 


rel”—summed the matter up very well in a 
Congressional hearing in 1939 when he said: 
The great majority of (R.F.C.) inquiries and applica- 
tions for business loans come from applicants with pro- 
motional ideas, with no successful record of business 
experience, and little prospect of success or earnings. In 
most cases there was no economic justification for the 
loan sought, and which if made would only have had 
the effect of aiding one business at the expense of another. 


Federal Reserve Banks’ Experience 

Existing government lending institutions and 
programs for small business, or for businesses 
unable to obtain funds from commercial banks, 
have built up only a small volume of loans, as 
compared with those of the banking system. One 
record of experience is that of the Federal Re- 
serve Banks with Section 13b loans. By amend- 
ment of the Federal Reserve Act as of June 19, 
1934, the Reserve Banks were authorized to 
make working capital loans for periods up to 
five years. Ten years later the Federal Reserve 
Bank of New York, in its Monthly Review of 
July 1, 1944, summarized its experience. It re- 
ported that in the ten years it had received more 
than 5,000 inquiries for loans. For various rea- 
sons most of these were rejected out of hand, and 
the number of formal applications filed was re- 
duced to 1,380. The number of loans approved 
was 538 and those actually drawn upon num- 
bered 376, for an amount close to $32,000,000. 
The total of the Bank’s funds actually advanced, 
however, was only $12,000,000. Gross earnings 
came to $1,816,000, expenses to $867,000 (with- 
out overhead charges), net realized losses were 
$646,000, and it was estimated that further losses 
for which reserves were provided would amount 
to $332,000. Thus expenses and losses on loans 
exceeded earnings despite the fact that during 
most of the period covered by the experience 
business was improving and prices rising. 

A detailed review of the experience is em- 
bodied in a paper delivered by Robert V. Rosa 
of the staff of the New York Federal Reserve 
Bank at a meeting of the American Finance As- 
sociation in Atlantic City January 25, 1947. Mr. 
Rosa’s principal conclusion from the experience 
was “it is not credit but management which is 
the major problem for small business”. He said: 

While additional borrowed money often seemed to be 
the only way out for most of these concerns, the original 
causes of their distress were not financial in most cases. 
They had instead, as a rule, worked themselves out of 
satisfactory credit lines by mistakes or misfortunes in 
managerial judgment. 

His summation was as follows: 

About half the concerns which received loans did im- 


prove appreciably, as a combined result of the credit 
and the guidance; another quarter of the recipients en- 
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joyed at least temporary benefits; and about one-quarter 
fell off further due to economic conditions beyond their 
control, or to obsolescence of the product in which they 
specialized, or to decreasingly effective management. 


A pertinent fact is that while the Bank had 
over 5,000 inquiries, it approved only 538 loans. 
It would be interesting to know how many of 
those whose applications were rejected wrote to 
their Congressmen and demanded new govern- 
ment programs to provide credit or capital for 
small business. 


Record of R.F.C. and Commercial Banks 

The Reconstruction Finance Corporation natu- 
rally has less strict standards than commercial 
banks, since that is its purpose. It is prepared to 
make loans that banks reject and to accept 
greater losses. On June 30, 1949 it had outstand- 
ing in loans to industrial and commercial enter- 
prises (exclusive of national defense loans) $329 
million. The distribution is not available, but 
during the fiscal year ended on that date, out of 
authorized loans of $349 million, only $17 mil- 
lion were of $25,000 or less and $60.5 million 
between $25,000 and $100,000, while $200 mil- 
lion were for more than $500,000 each. In num- 
bers, 1823 loans out of 3509, a little more than 
one-half, were for $25,000 or less. 

By contrast, the insured commercial banks of 
the United States on the same date had $16.3 
billion of commercial loans outstanding, or fifty 
times as much. A survey made by the Board 
of Governors of the Federal Reserve System as 
of November 20, 1946, analyzed the distribution 
of the business loans of the system’s 7,639 mem- 
ber banks. Defining small business as manufac- 
turing and mining concerns with assets under 
$750,000, wholesale trade under $250,000 and 
all other concerns under $50,000, the survey 
showed that 76 per cent in number and 22 per 
cent in amount of all business loans by the mem- 
ber banks were made to small business. Nearly 
three-fourths of these loans were less than $5,000 
each, and 95 per cent were under $25,000. If the 
more than 7,000 non-member banks, which on 
the average are much smaller than the member 
banks, had been included, these percentages 
doubtless would have been larger. 

Another fact brought out was that 22 per cent 
of the small business loans were for terms of one 
year or longer. The percentage of term loans to 
the total made to the smallest borrowers (assets 
under $50,000) was higher than in other size 
groups except the very large concerns ($5,000,- 
000 and over); and 90 per cent of all term loans, 
in number, made during the twelve months prior 
to the date of the survey were for less than $25,- 
000. 


There is accumulating evidence that banks 
over the country are broadening their service to 
small business. The 1948 “Consumer Installment 
Lending Directory” of the American Bankers 
Association lists 4,160 banks which are making 
installment loans for small business and 2,241 
which make industrial equipment loans. No one 
familiar with the facts doubts that more and 
more banks are making a sincere and effective 
effort, when application is made to them for 
small capital loans that are of a questionable or 


marginal nature, to find a way to make the loans 
“bankable’”. 


National City Bank’s New Plan 


The National City Bank of New York is a large 
bank and doubtless most people think of it as 
concerned primarily with big business. But a 
recent analysis of our loans showed that they 
were being made to over 480,000 different bor- 
rowers. Of head office and branch loans, ex- 
cluding personal credit, 94 per cent were in 
amounts of $50,000 and less. Of the loans in the 
Personal Credit Department about 48,000 were 
to small business men, ranging from $60 to 
$5,000. 

Effective May 1, National City Bank has an- 
nounced a “Monthly-Payment Business Loan 
Service”, under which it will give special atten- 
tion to capital loans for small business located in 
New York City, in amounts up to $10,000 and 
for a term up to 36 months, or in special instances 
up to 60 months. In announcing the plan, the 
Bank said: 


When, in 1945, the G.I. Bill of Rights provided a 
special plan for banks to extend business loans to veter- 
ans, The National City Bank took a leading part in pro- 
viding such service. This has resulted to date in some 
18,000 loans to former servicemen in an amount totalling 
$26,000,000. The service is now being amplified tc bring 
to business men who are non-veterans — who because of 
age or other reasons were not in the service—facilities 
quite similar to those being provided to former service- 
men. The Bank will explore every avenue for setting-up 
a loan. In many cases, the signatures of the principals 
may be sufficient. In others, a lien on equipment or 
other property may be in order. Or other collateral may 
be available to support the credit. It frequently is found 
that borrowers may furnish guarantors for part or all of 
the loan who have sufficient interest in the enterprise to 
support the credit. There will be no hard and fast pro- 
gram for handling a particular application. 


These loans will be made at a rate of discount 
equivalent to interest on unpaid principal bal- 
ances of 6.36 per cent per annum. 

From the evidence cited the conclusion may 
fairly be drawn that private enterprise is able 
to meet changing conditions and demands, and 
that as credit-worthy needs appear private lend- 
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ers make progress in finding ways to supply 
them. 
Dangers of Unsound Credit 


The danger in establishing new government 
lending institutions or insurance plans is that re- 
laxation of standards and misuse of credit would 
follow, at the public expense. 


“Easy credit” can never be a cure-all for busi- 
ness difficulties. It can merely make it too easy 
to get into business, too easy to over-expand, 
and too easy to fail. At a hearing before the 
Senate Committee on Banking and Currency 
June 15, 1989 on proposals for government insur- 
ance of bank loans to small business, somewhat 
similar to those now being urged, the late Mr. 
James H. Perkins, then Chairman of the Board 
of The National City Bank of New York, made 
the following statement: 

I have had a good many years’ experience in making 
loans and in watching the results over a period of years 
of all kinds of lending, and that ience leads me to 
believe that many of the people who are most anxious 
to borrow money and who a the most noise about it, 
and who, if they are not satisfied at their own banks, are 
most likely to make vigorous appeals to Congress and 
other agencies of government, are people who are vision- 
ary and impractical or inexperienced. It is no favor to 
a large number of these people to loan money freely to 
those who are unbusinesslike, for the result is simply to 


get them in debt 6 hee their necks, and they are never 


able to get out. y simply add to the 
business failures and personal bankruptcies. 

Every business man knows his toughest competition 
comes from an incompetent rival who does not know 
his costs. Subsidizing that kind of competition makes 
things harder for the business man who is doing a good 
job. The best favor you can do both to the borrower 
and the business community is to compel the would-be 
borrower to submit his case to a thoroughly experienced 
lending officer who is trained in these matters, and who 
has the judgment to make loans in relation to the capacity 
of the borrower to repay the loan. The idea that the way 
to prosperity is to ea it easy for people to get into 
debt does not stand the test of experience. 

Both Mr. Jesse Jones and Mr. Perkins make 
the point that unsound credit subsidizes one 
small business at the expense of another. In most 
instances small business competes with small 
business, and the effect of subsidizing one weak 
competitor may be to reduce one or more other 
concerns to a marginal status and make them in 
turn candidates for subsidized credit. 

The welfare of the country is never advanced 
by abuse and misuse of credit. On the contrary, 
loss and waste of capital and business depression 
follow in its wake. Commercial banks are ex- 
pected to serve the business needs of their com- 
munities, within the limits imposed by the fact 
that they handle other people’s money and must 
have an eye to their liquidity as well as to the 


ng list of 


goodness of the loan. Beyond that many complex 
factors affect the situation. The question of engi- 
neering, accounting and marketing counsel for 
small business needs further exploration. Above 
all is the influence of tax policy, and of the 
general economic and political environment, on 
the accumulation of funds available for invest- 
ment in small business and on the disposition to 
venture with them. 


Industrial Pension Problems 


When the steel industry last fall accepted, 
under strike pressure, the steelworkers’ union 
demands for $100 a month pensions, including 
social security, two predictions were widely made 
— (1) that the pattern of $100 a month pensions 
would spread rapidly to other industries, and 
(2) that the $100 a month would be only a be- 
ginning and that it would not be long before the 
unions would be asking for increases. 

Already, in the six months that have elapsed 
since the steel settlement, prediction number 1 
has gone far toward fulfillment. One reads in 
the press almost daily of these agreements. 
Usually these plans are non-contributory on the 
part of the worker, with benefits of $100 a month, 
including social security. 

As for prediction number 2, the action by the 
United Automobile Workers in March, in serving 
notice on General Motors of its intention to de- 
mand $125 a month pensions in negotiations for 
a new labor contract to replace that expiring 
May 29, has demonstrated labor's intent to raise 
the ante on welfare as rapidly as possible. Ac- 
cording to U.A.W. President Walter P. Reuther, 
this is only the “first brick” in building towards 
the goal they have in mind. “Brick by brick,” he 
declared, “we are laying the foundations until 
our pension plan represents a return of $200 a 
month. Give us ten years and we'll reach that 
goal.” 


Pensions Originally an Employer idea 

In discussing industrial pensions, it may be 
well to bring out first that this is not a move- 
ment for which the workers have had to fight 
all the way against unsympathetic employers. 
For years labor was indifferent to the company 
pension idea, and what development there was 
grew out of the voluntary action of employers 
who began to see the value of such systems. 

Growth was slow, and it was not until World 
War II that several factors contributed to more 
rapid expansion: (1) the Treasury's allowance 
for pension costs (within limits) as tax free, 
(2) the high wartime excess profits taxes which 
gave added encouragement to employers to 
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take advantage of the tax deduction privilege, 
and ($8) the wage freeze, which prompted many 
concerns competing in a tight labor market to 
offer welfare benefits, in lieu of wage increases, 
to hold their forces together and attract new 
workers. 


Some of the broader reasons why more and 
more companies have, of their own volition, 
adopted pension plans were well stated by 
Marion B. Folsom, Treasurer and Director of 
Eastman Kodak Company, in an address before 
the November meeting of the National Indus- 
trial Conference Board, as follows: 


When, after a company has been in business for a 
number of years and employees begin to approach the 
point where because of advanced age they are no longer 
efficient, the employer has three choices. He can keep 
the worker on the payroll as long as he lives; second, he 
can release him without retirement provisions; or, third. 
he can retire him on a pension. If the first choice is taken, 
the efficiency of the organization suffers and there is a 
pension cost but it is buried among other costs of the 
business. If the second choice is made, the employer's 
standing in the community is impaired and the morale 
of his organization is affected. Modern management does 
not think it is fair to release a long-service worker if it 
is known that he will have to take too sharp a drop in 
his living standard. The third choice, which has beer 
taken by thousands of companies, has distinct advantages 
over the first two. 

A pension pian does entail a substantial direct cost but 
it is not hidden. We are hearing much these days about 
the cost of pensions — whether it is 8c, 10c, or 12c an 
hour — but little has been said of the advantages to a 
company of a sound and adequate pension plan. There 
are definite savings. The organization is kept on a more 
efficient basis because those who are past their period 
of usefulness can be replaced by younger and more pro- 
ductive workers. If a supervisor retires, promotion can 
often be made affecting several individuals; the morale 
of the organization is thus improved. A sense of security 
is brought to the older worker and there is a good effect 
on the younger worker as well. There is a better feeling 
among the employees and in the community toward a 
company which looks after its older workers. As a result 
of these factors labor turnover will be lower. 


Initiative Taken By Unions 


Gradually since the end of the war the union 
attitude toward pensions has changed. Com- 
mencing with the setting up of the United Mine 
Workers Retirement and Benefit Fund in 1946, 
unions generally have taken more interest in 
welfare plans, and this interest has grown as the 
tapering off in the living cost rise weakened the 
case for wage increases. 


The report last September of the steel fact- 
finding board — widely interpreted, despite 
qualifying language, as laying down the princi- 
ple of employer responsibility for pensions and 
welfare as part of normal business costs — led to 


57 


a snowballing of demands for pensions. In some 
cases the strike weapon has been invoked to en- 
force demands. In others, to avoid or settle con- 
troversy costly on both sides, pension agreements 
have been reached without the careful study and 
deliberation usually found essential to the writ- 
ing of a sound pension plan. 


Look Befere Leaping 


The magnitude and permanency of the com- 
mitments extending far into the future that are 
involved in pensions will impress wise negotia- 
tors on both sides of the conference table with 
the need for a careful look before leaping. 


Once a pension is granted there is a responsi- 
bility to see that it is paid on the dot, year in and 
year out, in bad times and in good, throughout 
the lifetime of the pensioner. Plans that may 
appear to represent but a modest percentage of 
payroll in periods of high business activity like 
the present may become a dangerously high per- 
centage of a reduced payroll in a depression. 
Unlike wages and many other costs, payments to 
pensioners do not decrease with the operating 
rate of the business. On the contrary, they are 
likely to increase. When business turns down 
and operations decline, many employees who 
have been working beyond normal retirement 
age will retire and take their pensions. 


Or a union, which has succeeded in obtaining 
from one company a practicable plan, may, on 
the strength of this, demand a similar, or even a 
more liberal, plan from another company whose 
margin and continuity of profits is much less. 
Through pressure they may force management 
to install a plan that can be supported only in 
periods of high business activity. Then when 
business falls off, either the plan will have to be 
abandoned or costs cut in some other way. The 
workers may find that in providing comfortable 
pensions for a few of their older fellows they 
have sacrificed jobs for others. 


For those companies which have been able to 
fund their pensions the actual pension payments 
will not present, of course, as serious a problem 
as for those operating on a pay-as-you-go plan. 
But even in a funded plan, while part of the 
funding costs may be put off in bad times, they 
must be met eventually. If liabilities are not to 
increase, probably some amount of current con- 
tribution must be paid in, even in depression. 
Because of the tendency, already cited, for pay- 
ments to pensioners to increase in such periods, 
companies operating an unfunded or partly 
funded plan might find the additional outlays 


necessary at such times embarrassing indeed. 
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Methods of Handling Pension Funds 


Mention has been made of pay-as-you-go, as 
opposed to funded or partly funded plans. What 
is involved is the technique or ways of handling 
pension costs. 

One method—straight pay-as-you-go—is simply 
to meet the annual pension costs of each em- 
ployee, when he retires, out of the current in- 
come of the business, rather than setting aside 
a pension reserve either during his active service 
or upon retirement. 

A second method is to set aside, upon the em- 
ployee’s retirement, an amount (either in a 
lump sum or in a series of annual instalments) 
which, with interest, is estimated as sufficient to 
pay the future pension to which he will be en- 
titled. 


A third method is to “fund” or set aside in the 
“kitty” each year while the employee is still on 
the job enough to pay at his retirement the pen- 
sion he will have earned. 

This does not, by any means, include all of the 
ways of handling pension costs. Not only do the 
resources of the employer and the needs of the 
employees vary in different companies, but cir- 
cumstances may vary between plants of a single 
employer. Because of these variations, any gen- 
eralizations as to the best method of handling 
pension costs would be unwarranted. 

Labor tends to prefer plans with as much 
funding as possible in order to give more as- 
surance that the money will be there to pay 
pensions when due, regardless of vicissitudes in 
the life of the company. Many employers, how- 
ever, feel themselves unable to assume the im- 
mediate cost of a funded plan. Some feel they 
can earn more to pay pensions by keeping the 
money in the business than by setting it aside 
in a pension fund. Many wish to assure them- 
selves of maximum flexibility to meet changes 
in rate of employment, wages, labor turnover, 
etc., as well as changes in the buying power of 
money. 

In the case of numerous well established, finan- 
cially strong, “blue chip” organizations, any un- 
certainty as to their ability to meet commitments 
on a reasonable pension program may be con- 
sidered remote. For a great many younger enter- 
prises with limited resources, however, the ability 
to meet substantial commitments in the distant 
future is by no means assured. A study of indi- 
vidual companies may determine that the best 
plan from the standpoint of both employers and 
employees would be one in which some part of 
the cost would be assumed by the employee 
under a contributory plan. Therefore, it is to 


the interest of both labor and management not 
to push through a method of financing an agreed 
plan which might prove an intolerable burden. 

As will be readily seen, the way in which pen- 
sion costs are handled may have considerable 
effect on the competitive position of different 
companies. Concerns, for example, that are oper- 
ating on a pay-as-you-go basis will have initially 
—other things being equal —lower costs than 
those operating on a fully or partly funded basis. 
Conversely, due to the cumulative growth of 
actual pensions payable, a company with a fund- 
ed plan may ultimately find itself in a favorable 
competitive pension vis-a-vis the company that 
must pay such pensions out of current earnings. 


Some Pension Complications 


Few persons, until they have looked into the 
subject, have any conception of the complica- 
tions involved in pensions. It is a field for the 
specialist, wherein the layman is apt to find him- 
self hopelessly befuddled. 

‘Consider, for example, Company XYZ which is 
trying to figure out what it would cost to give its 
employees an old age pension of $100 a month, 
including federal social security payments. Here 
are just a few of the things that will have to be 
determined: 

1. What will be the age for retirement — 
early, normal, later? For example, a pension of 
$100 a month payable at age 60 will cost about 50 
per cent more than the same pension payable 
at 65. 

2. Will the plan include “vesting” — that is, 
should the worker who quits or is discharged 
lose all or part of his pension rights? 


8. How long must an employee work for the 
company to be eligible for the maximum $100 
pension? Costs will increase sharply as the 
requirement is reduced. 

4, How many hours worked in a year will give 
an hourly worker a year’s credit in the pension 
plan? The more liberal the definition, the higher 
the cost. 

5. How much allowance should be made for 
present and future social security benefits? 

6. Will the plan include disability features? 
In some plans this has increased costs as much 
as 15 per cent. 

All the above factors, and sometimes many 
others, must be considered before even the defi- 
nition of a $100 a month pension can be arrived 
at. It is one of the features of pension bargain- 
ing that, by varying these different factors, pen- 
sion programs can arrive at the same apparent 
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end — $100 a month in this case — at widely dif- 
fering costs to the employer. 

Here are some of the things that will have to 
be estimated or, in default of informed advice, 
assumed: 

1. How many employees will die, become dis- 
abled, resign, or be laid off before they reach 
retirement ageP 


2. How much service credit, as defined, will 
each employee actually have at retirement? 


3. What will be the social security benefit, as 
defined, actually payable to each at retirement? 

4. How many employees will retire early, at 
normal retirement age, or later? 

5. How long will pensioners live after retire- 
ment? 


6. What will be the investment yield on funds 
reserved, or set aside in trust, to pay pensions? 


. Collective Bargaining on Pensions 

The first group of questions, since they relate 
to benefits, are proper subjects for bargaining, if 
bargaining must be resorted to. The second 
group, while they must constantly be kept in 
mind both by management and labor, are not 
matters that can be properly bargained over. 
They are largely mathematical estimates; and 
while they may closely foretell the cost of the 
plan, they cannot determine such costs precisely, 
since future experience alone can do this. 

The true cost of the plan, as cannot be too of- 
ten pointed out, will be the amount of pensions 
actually paid, plus administration expenses, less 
yield on funds held pending disbursement in the 
form of pensions. 

Much of the bitterness in recent pension nego- 
tiations has been caused by disputes over what 
are fundamentally actuarial problems. While it 
is an understatement to‘say that actuaries do not 
always agree on such problems, it is quite certain 
that they cannot be solved over a bargaining 
table. It is in the interest of labor as well as man- 
agement that the true cost of a pension plan be 
estimated in advance with as much accuracy as 
possible, and that such estimates be geared to the 
estimated potential of a given company. Over the 
long run, labor has nothing to gain by setting 
up pension plans that promise too much and 
which, as a result, force pay cuts and layoffs, or 
curtailment of the pension payments with cruel 
disappointment and hardship to those who de- 
pended on them for security. 


Real Basis of Security 


The principle of old age pensions has been 
widely accepted by the American people, even 
though they are not yet clear in their minds as 
to the proper methods and division of responsi- 
»ility between industry, government, and the peo- 
ple themselves. Many people feel that the ulti- 
mate solution must come in an enlargement of 
the federal social security program to include 
millions of working people not now covered, and 
to give more freedom of movement by workers 
from one employer to another without loss of 
pension rights. 

But security for the aged will not be achieved 
automatically, either by legislation or by signing 
agreements between employers and employees. 
It can only be achieved and have real meaning 
if the productivity of the population working can 
be increased so that there is a larger total output 
of goods and services to be shared by all. As 
former President Hoover said in his address be- 
fore the American Newspaper Publishers Asso- 
ciation last month — 


* We have less than 70,000,000 ers in this proup 
e for 


(persons aged 20 to 65), and they must provi 
80,000,000 children, aged, sick, ce a wt govern- 
ment workers and their wives. It is solely from the ener- 
gies of this middle group, their inventions, and their 
productivity that can come the support of the young, 
the old and the sick — and the government workers. 

Whether employer pension contributions are 
in the form of social security taxes or payments 
under private plans, they are — like wages and 
salaries —an element in costs. If they are ad- 
vanced too rapidly, they will either (1) be passed 
on to the public in the form of higher prices, and 
the pensions be paid in dollars of diminished pur- 
chasing power, or (2) they will constitute an over- 
load on business income, with consequent risk 
of pension breakdowns, discouragement of en- 
terprise, general slowing down of industrial 
progress, and inability to employ the growing 
labor force. 

American industry has a record of increasing 
productivity over the years which warrants con- 
fidence that it can absorb reasonable pension 
costs if such plans are not pushed ahead too fast. 
The experience of many companies has demon- 
strated that soundly conceived private plans can 
play a useful role in any national old age retire- 
ment program. At the same time such plans can, 
as pointed out in the Folsom quotation cited 
earlier, redound in many ways to the benefit of 
the companies themselves. 
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Above all, too, is this Bank's desire to serve... 
to protect our customers’ funds not only in the 
Bank, but also traveling here or abroad. 


Give your funds this protection through 
National City Bank Travelers Checks. They are 


recognized all over the world and spendable 
everywhere, just like cash. If they are lost, 
stolen, or destroyed, their full value is re- 
funded. Issued in denominations of $10, $20, 
$50 and $100. 
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